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Major Strikes Affect N. E. Less than Nation 


EW England’s economy during May felt the 

shocks resulting from the nation-wide strikes of 
bituminous coal and railroad workers less than 
many other areas, and their settlement, plus the 
settlement of other industrial disputes, enabled 
lagging production to regain its stride. 

Total originating freight carloadings of the seven 
major New England railroads for the five weeks 
ending June 1 dropped 1.5 per cent from the corres- 
ponding period of 1945, but the comparable decline 
for the nation was 24.5 


had risen from eight per cent in January 1945 to 
52 per cent in April 1946, dropped to 49 per cent 
due to a sudden upturn in nonresidential building 
construction. 

Business failures thus far in 1946 have increased 
somewhat in frequency over 1945 but are still small 
compared with those of earlier years. 

Average weekly earnings of manufacturing wage- 
earners in Massachusetts and Rhode Island de- 
creased slightly from April but at levels of $42.81 





per cent. Similarly, dur- 
ing four of these weeks 


electric power output in 1944 


REVENUE FREIGHT LOADED 
NEW ENGLAND RAILROADS, EXCLUSIVE OF B. & A. 


and $41.22, respectively, 
were still at least 75 
per cent above the levels 
of early 1940. 
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New England was below 
that of the correspond- 


Consumer demand, sup- 
ported by high wage 





ing weeks of 1945, but 
the comparison was much 
more favorable than in 
the rest of the nation. 
Total manufacturing 





earnings and employ- 
ment during May, con- 
tinued strong. The value 
of sales at 122 New 








employment in New 
England was estimated 
to have increased 1.9 
per cent over April al- 
though still 5.0 per cent 
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England department 
stores and apparel stores 
in May was 33 per cent 
greater than during the 
same month a year ago. 
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marily in durable goods 





this continuing high de- 





industries, where pro- 

duction had been retarded by strikes, and in the 
lumber and timber basic products industry. A 
small reduction in employment in the leather 
industries was caused by the temporary withholding 
of cattle from the market and a consequent short- 
age of hides. Rayon shortage caused a slight 
decrease in textile employment but the consump- 
tion of raw cotton increased 6.6 per cent over April 
and 4.4 per cent over May 1945. 

Unemployment in New England amounting to 
about 245,000 at the end of May was indicated by 
filings under social security or veterans’ readjust- 
ment allowance programs, but 71,000 job openings 
were listed with the United States Employment 
Service. 

New England construction awards, as reported 
by F. W. Dodge Corporation, soared 76 per cent 
above April to a new postwar peak of $84,000,000. 
Residential construction awards were 66 per cent 
above April and over 42 times the volume of May 
1945. Nearly 5,000 new dwelling units were pro- 
vided for, mostly of one-family type, but there 
was also a sudden increase in May of 879 per cent 
over April in the value of apartment building awards. 
The ratio of residential to total construction, which 


mand increased during 
May to 40 per cent above a year ago and over 
four times the average outstanding orders in 1941. 
While cash sales at these Boston stores increased 
28 per cent over May 1945, charge and instal- 
ment sales increased 46 and 36 per cent, respec- 
tively. This relative increase in charge and instal- 
ment sales is in line with recent trends in consumer 
credit operations of banks and other financial 
institutions, which indicates an increasing use 
of credit for financing consumers’ purchases as 
larger quantities of consumers’ goods, especially 
those of the durable type, return to the market. 
United States Government deposits in weekly 
reporting New England member banks reached their 
lowest point in more than a year in the middle of 
June, but subsequently increased slightly as June 
tax payments became due. Holdings of United 
States securities in these same banks continued to 
decline. The continued apparent use of bank 
credit for the speculative carrying of Government 
securities has created a dangerous inflationary po- 
tential and has prompted the presidents of the Fed- 
eral Reserve Banks to issue a request to all member 
banks to cooperate in reversing the wartime trend 
of increased borrowing for such purposes. 








Cash Retail Sales Continue High in 1945 


Annual Retail Credit Survey Reveals 


4 er retail sales of credit-granting stores in 
the Boston Federal Reserve District in 1945 
were nine per cent higher than in 1944, according to 
reports received by the Federal Reserve Bank of 
Boston from 379 firms in nine lines of business. Cash 
sales represented 57 per cent of total sales on the 
average, with 37 per cent of the total volume repre- 
senting charge account sales and six per cent instal- 
ment business. The 1945 relationships were practi- 
cally the same as those for 1944, the only difference 
being that cash sales were one per cent higher and 
instalment sales were one per cent lower in 1945 
than in 1944. 

The Retail Credit Survey for 1945 is the fourth 
annual survey of this type which has been conducted 
by the Federal Reserve System. Nine lines of trade 
in which the extension of credit to consumers is of 
importance were covered. The survey obtained 
data from selected respondents on sales by type of 
transaction, accounts receivable, inventories and 
other current balance sheet items. Useable reports 
were received from nearly 400 concerns widely 
scattered throughout the Boston Federal Reserve 
District. The total sales volume in 1945 of all re- 
spondents combined approximated $300 million. 

The relative importance of credit sales to total 
for each of the nine lines of business investigated is 
shown graphically in the chart entitled “Charge, 
Instalment, and Cash Retail Sales.” There was a 
rather wide degree of variation in the amount and 
kind of credit granted by different kinds of stores. 





CHARGE, INSTALMENT AND CASH RETAIL SALES 
NINE TYPES OF STORES, 1944-1945 
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Furniture stores, for example, reported that 80 
per cent of their sales were on credit terms; whereas 
department stores reported only 39 per cent. 


Relative Importance of Credit Declines 


Only two lines of business, household appliance 
stores and jewelry stores, showed increases in the 
percentage of credit sales to total. The proportion of 
credit decreased in the five types of stores handling 
furniture, hardware, automobiles, women’s apparel 
and men’s clothing, with the greatest reduction oc- 
curring in men’s clothing stores, where charge 
account sales fell from 48 per cent of the total in 
1944 to 41 per cent in 1945. The percentage of instal- 
ment to total sales actually decreased slightly for all 
types of stores except those selling household appli- 
ances, which increased their instalment sales from 34 
to 36 per cent of total sales. 

Based on the aggregate volume of sales for all 
stores represented, the most important line of busi- 
ness was the department store group, which com- 
prised 77 per cent of the sales of all stores covered in 
the survey. This group, together with women’s 
apparel, furniture and men’s clothing stores, ac- 
counted for 93 per cent of the total reported sales. 

It is not possible to measure accurately changes 
in the volume of retail sales for cash and for credit 
that have taken place over a period of years for all of 
the nine lines of trade which are comprised in the 
survey. Only four kinds of business have been ade- 
quately represented throughout the period 1941- 
1945 to justify the calculation of annual index 
numbers showing the changes that have taken place 
in sales and accounts receivable. These four types 
are department stores, men’s clothing stores, furni- 
ture stores and automobile tire and accessory stores, 
data for which beginning with 1941 are shown graph- 
ically in the chart entitled “Retail Sales and Ac- 
counts Receivable, 1941-1945”. 

Data on the changes in sales and receivables by 
metropolitan areas during the past year are given in 
the table which appears on page 3. 


jash Sales Gain in Importance 


The chart on page 3 emphasizes the fact that cash 
sales increased steadily and rather sharply through- 
out the period for department stores, men’s clothing 
stores and furniture stores, and since 1942 in the case 
of automobile tire and accessory stores. It is signi- 
ficant that the 1945 volume of cash business was 
approximately double that of 1941 in the first three 
instances and more than double the 1942 volume in 
the last. 

Charge account sales volume showed the least 
change in every case, remaining fairly constant with 
department and furniture stores, declining some- 
what with men’s clothing stores and increasing with 
automobile tire and accessory stores. 
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RETAIL SALES AND ACCOUNTS RECEIVABLE 
1941-1945 
FIRST FEDERAL RESERVE DISTRICT 
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The greatest declines were in instalment sales for 
each of the four types of stores, the respective low 
years of the series being 1943 for men’s clothing 
stores, 1944 for department and furniture stores, and 
1945 for automobile tire and accessory stores. 

The fact that year-end charge account balances 
for men’s clothing and automobile tire and accessory 
stores were lower than the corresponding volumes of 
charge account sales indicates that customers have 
been paying their bills more promptly than formerly 
in these cases. A similar situation as regards instal- 
ment accounts is evident for each of the four types 
of stores shown in the chart. 


Sales Volume Increases in All Lines of Business 


The total dollar volume of sales in 1945 was larger 
than in 1944 for all nine classes of business covered 
by the survey, with gains ranging from six per cent 
for automobile dealers up to 60 per cent for house- 
hold appliance stores. This means a reversal of the 
declining trend of retail sales which had been going 
on since 1941 in certain fields that had been affected 
by wartime restrictions, particularly furniture, 
household appliances and automobiles. The excep- 
tionally sharp increase in sales of household appli- 
ance stores is simply the result of the extremely low 
level that this type of business had reached in 1944, 
and does not mean that the 1945 volume had re- 
turned to anywhere near normal. According to a 
small sample of seven identical stores in this field 
which reported each year since 1941, the low year was 
1944 with 23 per cent of the 1941 volume, and the 
recovery in 1945 raised the level to only 34 per cent 
of the 1941 volume of sales. In spite of the fact that 
reports were received from 69 household appliance 
stores in 1945, a large majority of these units were 
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operated by public utility companies which were un- 
able to furnish information on all items covered by 
the survey, particularly balance sheet data appli- 
cable to their retail stores segregated from the rest 
of their business. 

Accounts receivable of all stores reporting in the 
1945 survey were eight per cent above the level at 
the end of 1944, the greatest increases occurring in 
jewelry (425%) and hardware stores (+24% ©). The 
only group showing a decrease was men’s clothing 
stores (—5%). The ratio of accounts receivable to 
total current assets in 1945 varied from 12 per cent 
for auto dealers to 41 per cent for hardware stores. 


Inventories Decline 


The retail value of inventories on December 31, 
1945 was six per cent smaller than a year ago on the 
average for the stores reporting. The largest decline 
for any type of business was 43 per cent for men’s 
clothing stores, which was followed in order by 
women’s apparel stores (—12%), automobile dealers 
(—10%), furniture stores (—3%). Inventories in- 
creased for the four remaining classes of stores as 
follows: hardware (+6%), jewelry (+14%), auto 
tire and accessories (+20%), household appliances 
(+25%). 

The ratio of inventories to total current assets 
varied from 19 per cent for men’s clothing to 47 
per cent for hardware stores. Inventory turnover for 
all reporting stores was at the average rate of 6.0 
times per year and varied for individual classes 
from 8.7 times in men’s clothing stores to 2.1 times 
for household appliance stores. The high rate of 
turnover of inventories in certain cases reflected the 
shortages of goods on dealers’ shelves. The increas- 
ingly acute shortage of supplies in men’s clothing 
stores, for example, explains the increase in rate of 
inventory turnover from 4.7 times in 1944 to 8.7 
times in 1945. 


Current Assets Expand — Liquidity Increases 


Current assets for all stores represented increased 
slightly over five per cent from 1944 to 1945. De- 





SALES AND ACCOUNTS RECEIVABLE OF RETAIL 
STORES 
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partment stores accounted for 79 per cent of this 
item. By individual classes of stores these gains 
varied from two per cent for furniture stores to 23 
per cent for auto tire and accessory stores. Liquid 
assets increased 18 per cent on the average, cash 
and bank deposits showing a gain of 23 per cent and 
U. S. Government securities a gain of 12 per cent. 
Inventory was the largest segment of current assets 
in 1945 on the average (25% of total), with cash and 
accounts receivable only slightly smaller and U. S. 
Government securities representing about 18 per 
cent. Furniture stores had the largest ratio of 
accounts receivable to total current assets (41%), 
and automobile dealers had the smallest (12%). The 
inventory ratio was highest with furniture stores 
(47%) and lowest with men’s clothing stores (12%). 


Current Liabilities Decline 


Current liabilities for all stores reporting declined 
six per cent from 1944 to 1945. Actually only two 
groups had decreases: department stores (—10%) 
and men’s clothing stores (—2%). The fact that 
these two classifications comprised 85 per cent of the 
combined current liabilities of all groups explains 
the net decrease even with four of the eight classes 
showing gains equal to or greater than 29 per cent. 
Notes payable increased four per cent on the 
average, trade accounts payable increased 13 per 
cent and other current liabilities declined 15 per cent. 
The largest element of current liabilities was the 
miscellaneous item, “Other current liabilities”, which 
represented 59 per cent of the total in 1945. The bal- 
ance was distributed between trade payables, 34 per 
cent, and notes payable to banks, seven per cent. 





“Other current liabilities” showed an average de- 
crease of 15 per cent, with the item for individual 
store groups varying from minus 19 per cent in the 
case of department stores to plus 42 per cent for 
automobile dealers. Trade payables increased 13 per 
cent on the average, the variations ranging from 
minus three per cent for women’s apparel stores to 
plus 76 per cent for automobile tire and accessory 
stores. Notes payable to banks increased four per 
cent on the average and varied from minus 42 per 
cent for men’s clothing stores to plus 630 per cent for 
auto tire and accessory stores. 

The current ratio for all reporting stores in 1945 
was 3.5 to 1, an increase from the ratio of 3.1 to 1 
in 1944, The highest ratio was 5.7 for jewelry stores, 
and the lowest was 2.6 for auto tire and accessory 
stores. Store groups having increases in their current 
ratio were department stores, women’s apparel, 
men’s clothing and hardware stores, whereas furni- 
ture, jewelry, auto dealers and auto tire and acces- 
sory stores showed declines. 


Stocks Turn Over More Rapidly 


The average rate of inventory turnover in 1945 
was 6.0 times a year, representing an increase from 
5.1 times in 1944. The highest rate, 8.7, was shown 
by men’s clothing stores which had a turnover of 
4.7 times in 1944. Women’s apparel stores stood 
next in order with a turnover of 7.9, and department 
stores were in third place with a rate of 6.6. The 
auto tire and accessory store group was the only one 
where the rate of turnover of inventory decreased in 
1945, dropping from 6.7 to 6.4. Household appliance 
stores had the lowest turnover, with a rate of 2.1. 







































































CONDITION OF REPORTING NEW ENGLAND MEMBER BANKS 
MONTHLY AVERAGES OF WEEKLY FIGURES 
(In Millions of Dollars) 
BOSTON FIVE CITIES OUTSIDE OF BOSTON 
Item 1946 1945 % Change 1946 1945 % Change 
May 46 May °46 
May April May May °45 May April May May ’45 
" Ee d its (adjusted*) 1,434.5 
emand deposits (adjusted*)........... ,434. 1,401.2 1,492.4 — 3.9 804.2 796.1 806.5 |} — 03 
United States deposits...........0...00 471.7 546.1 249.2 +89.3 202.8 232.2 142.4 + 42.4 
Balances due to domestic banks......... 259.7 255.9 267.4 — 2.9 44.5 44.6 46.3] — 39 
Balances due to foreign banks........... 23.2 22.1 19.2 +20.8 1.5 1.5 0.7 | +1143 
ee a a eo 184.6 182.7 147.3 +25.3 278.6 276.2 235.6 | + 18.3 
TOTAL DEPOSITS (adjusted*)....... 2,373.7 2,408.0 2,175.5 + 9.1 1,331.6 1,350.6 1,281.6 | + 8.1 
Reserves: 
Reserve with Federal Reserve Bank...... 348.8 336.8 358.5 — 2.7 130.1 130.5 130.1 0.0 
Vault cash. .......0220+0 se eccsccccece 33.9 35.4 39.5 —14,.2 25.6 25.9 27.4 6.6 
Balances with other domestic banks...... 45.3 45.3 47.1 — 3.8 72.3 74.8 70.7 + 23 
TOTAE BEGERVES . 6 occccccceccssce 428.0 417.5 445.1 — 38 228.0 231.2 228.2 | — O01 
~— _ ey se ser icultural | 22.2 6 
ommercial, industrial, agricultural loans. 422. 416.6 335.5 25.8 7 s i J 
Loans to brokers and dealers in securities. 63.0 58.0 52.6 tis hi 0 09 t 323 
Other loans for purchasing or carrying sec. 38.5 37.1 21.4 +79.9 rs YG 29.4 9.8 | +182.7 
iD MNEE «05 'ss 00'40Gasad 0045.26 39.0 39.8 31.6 +23.4 40.0 39.3 36.0 + 11.1 
ee Ee a 1.2 4.2 8.3 —85.5 0.6 0.6 1.0] — 40.0 
SUIEONON So 5 dona chs naseeoeesexseue __102.2 103.7 84.8 +20.5 37.9 36.5 31.1 | + 21.9 
MNS MO INENID is «0 wie'nle bi0rsiese ap bse ore 666.1 659.4 534.2 +24.7 195.2 191.9 187.0 | + 42.5 
United States obligations. .............. 1,414.3 1,466.2 1,339.8 5.6 if 
Securities ——— by United States.. ae + 0.1 nt ae ~—' hare on ni ae 
Other bonds and stocks owned.......... 46.8 46.6 37.0 +26.5 42.7 41.8 39.0 + 9.5 
TOTAL THVESTMBNLG. . cccscsecsce 1,461.1 1,512.8 1,376.9 + 6.1 1,003.5 1,024.3 954.3 + 652 
TOTAL LOANS & INVESTMENTS... 2,127.2 2,172.2 1,911.1 +11.3 1,198.7 1,216.2 1,091.3 | + 98 
*Adjusted to exclude items in process of collection. **Less than $50,000. 
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Financing the Housing Boom 





Reasons for the present abnormal demand 
for houses were examined in the housing article 
in the May Review. Bottlenecks which obstruct 
production of a supply of houses adequate 
for current needs were discussed in the June 
issue. This third article deals chiefly with the 
significance of these facts for lending institutions 
which finance home purchases and with the 
present and proposed activities of Government 
in the housing credit field. 











ONSTRUCTION of an adequate supply of 
homes at reasonable prices involves the joint 
reaction of many different factors, as was pointed 
out in the two previous articles. These include prob- 
lems of consumer income and demand, supply of 
building materials and labor, construction costs, and 
carrying and maintenance costs for the finished 
product. The chart below demonstrates the effect 
of some of these influences over the past 25 years. 
The income of New England, shown on the heavy 
black line in the top half of the chart, had some in- 
fluence on the volume of construction, but construc- 
tion in the 1930’s did not reflect proportionately the 
expansion of income. 

Although construction costs are considered one of 
the most important factors which influence building, 
no reliable residential cost index for this area was 
available for publication. For the country as a 
whole, as was pointed out in our last issue, con- 
struction costs were probably reduced less during the 
depression than prices on most other types of durable 
consumers’ goods. Interest rates on home mort- 
gage loans, shown on the same chart, have moved 
steadily down since the early ’thirties. This decline 
in rates along with the increase in incomes may have 
had something to do with the revival in the latter 
thirties in the volume of residential construction. 

What has been responsible for the moderate 
decline during the last 15 years in interest rates 
charged by the banks on real estate loans? In part, 
the decline was probably a result of abnormally large 
gold inflows during the ’thirties. This added 
greatly to member bank reserves, encouraged banks 
to compete with each other for whatever loan busi- 
ness was available, and tended to lower the general 
level of rates. During the war the over-all level 
of rates was held down by the monetary authorities, 
who furnished sufficient reserves to the banks to 
carry out the requirements of war finance at stable 
rates of interest. 

This decline in the cost of home-financing has 
been just one of many types of changes which the 
banks and other mortgage-lending institutions have 
effected in the last 12 or 15 years. General adoption 
of the long-term amortized mortgage loan plan is a 
definite improvement. Gradual substitution in the 
last decade and one-half of a single high-percentage 
type mortgage loan for the previously popular pyra- 
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mid of first, second and third mortgage financing is 
another. There has also been generally a marked 
improvement in appraisal standards and practices 
over methods in the ’twenties. All of these things 
have probably encouraged home ownership in the 
middle-income classes in the last 10 or 15 years. 


Organization of Federal Housing Agencies 


Many of these financial developments were ex- 
pedited by the Government agencies dealing in the 
field of housing credit. For purposes of clarification, 
it may be well to summarize, briefly, the most im- 
portant functions of each of these. 

The job of shaping national emergency housing 
policy has been placed in the hands of the National 
Housing Agency under Wilson W. Wyatt. The 
NHA was created in February 1943 by consolidating 
16 or more peacetime housing functions. This 
organizational change was fundamentally a re- 
grouping of agencies for purposes of more effective 
wartime (and now emergency) coordination of the 
housing program. The three major subdivisions of 
NHA are the Federal Home Loan Bank Administra- 
tion, the Federal Housing Administration, and the 
Federal Public Housing Authority. 

Chief function of the Federal Home Loan Bank 
Administration is to supply a reservoir of funds for 
use by member institutions in their own communi- 
ties to meet local financing needs for home-building. 
Funds are supplied by the 12 regional Home Loan 
Banks. They function as an independent credit 
system, and by way of comparison play a role in 
the home-financing field analagous to that which 





NEW ENGLAND CONSTRUCTION 
AND FACTORS AFFECTING IT 


35 1940 
cere prers 



























= 
8 

: 5 
8 N 
S en OTHER Yyp : 
3 YZn€ iy, 12,000 
: yy ti fp— 9000 3 
; 71°" 
is 
: Yj vl 4000 : 
5 
8 Uj a 

40 

130 

RESIDENTIAL RENTS 
(BOSTON) 

120 
8 5 
& 110 8 
B INTEREST RATES— oo 
* REAL ESTATE LOANS 4 
8 MUTUAL SAVINGS 90 
5 80 








SOURCE: INTEREST RATES, REPORTS OF MASS. COMMISSIONER OF BANKS, 
RENTS, U. S. DEPT. OF LABOR, BL.S. 








MONTHLY REVIEW OF THE FEDERAL RESERVE BANK OF BOSTON 5 








the Federal Reserve System performs in the area of 
commercial banking. One difference is that member 
institutions of the Home Loan Banks are for the 
most part savings and loan associations whose 
principal activity is home-financing, while most of 
the members of the Reserve System are banks doing 
largely a commercial type of business. A second 
difference lies in the inability of the Home Loan 
Bank System to expand or contract deposits as the 
commercial banking system does. 


Insurance to investors in institutions which belong 
to the Home Loan Bank System is provided through 
the Federal Savings and Loan Insurance Corporation 
set up by Congress in 1934. The FSLIC in set-up 
and purpose is similar to the Federal Deposit Insur- 
ance Corporation, which insures banking deposits. 
Like the FDIC, too, the Federal Savings and Loan 
Insurance Corporation insures mainly the moderate 
income class of savers, investors, and home owners 
up to $5,000 each. The average insured amount per 
private investor is about $1,000. Home Owners 
Loan Corporation, also under the Home Loan Bank 
Administration, was created in 1933 to make low- 
interest long-term rescue loans to distressed home 
owners. On these rescue operations HOLC has 
loaned a total of $3.5 billion, most of which has now 
been repaid. 

Federal Housing Administration, the second major 
unit which makes up the NHA, was established by 
Congress in 1934. FHA does not make direct 
loans but is an insuring agency primarily. It 
guarantees loans made by private lending agencies 
which meet its standards and purposes. Purpose 
of FHA, according to the preamble of the National 
Housing Act, is to encourage improvement in 
housing standards and conditions and to provide a 
system of mutual mortgage insurance. Lenders 
who benefit under FHA insurance consist primarily 
of commercial banks, mortgage companies, and 
insurance companies. Benefits of the FHA pro- 
gram are received by individual home owners, who 
enjoy the relatively low interest rates made possible 
by FHA guarantees on new homes and for repairing 
old ones; owners of middle-rent apartments; and 
those undertaking large-scale housing develop- 
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ments who are assisted in land planning as well as in 
financing by the FHA staff. FHA ordinarily may 
insure loans up to 90 per cent of the valuation 
placed by its appraisers on owner-occupied homes, 

Interest rates today on ordinary Title II FHA 
insured mortgages have been fixed at a maximum of 
41% per cent of the outstanding balance plus up to 
Y% per cent insurance fee. On emergency loans 
under Title VI they have been fixed, according to 
the Patman Act, at four per cent maximum plus 
insurance. The principal of the loan is amortized 
by monthly payments which include interest and 
taxes. These regular amortization payments are 
supposed to safeguard the lending institution and 
FHA against widespread defaults. The FHA pro- 
gram covered 30 per cent of the country’s total new 
home construction, and over 20 per cent of the 
total annual home mortgage financing at the out- 
break of the war. FHA assistance has been used by 
1,300,000 families to build or purchase homes, and 
by more than 4,500,000 families to improve or repair 
their properties. 

Federal Public Housing Authority, established in 
1937 as the United States Housing Authority, 
operates mainly in the area of low-rent building 
projects and works through local community groups. 
In these two ways it differs from FHA and the Home 
Loan Bank System. Its general method is to fur- 
nish loans and annual contributions to communities 
that will take the initiative in providing low-rent 
housing. This financial assistance is available to 
local housing groups and is of two broad types: 
(1) loans (which should be repaid) up to 90 per cent 
of the total development cost of local slum-clear- 
ance and low-rent housing projects, and (2) annual 
subsidies which will permit local authorities to 
reduce rents to a level which low-income families 
can afford to pay. Local communities, however, 
must contribute their share in the form of tax 
exemptions, cash, or land in an amount equal to at 
least 20 per cent of the annual Federal contributions. 
Median rent for these low-cost FPHA projects in 
1944 was $22.15, and the median annual income of 
families admitted in 1944 was $1,237. 


The Wagner-Ellender-Taft Bill 


Consolidation of all of these Federal housing 
agencies into a single unit under the NHA, as under 
the temporary wartime set-up, is incorporated in 
the Wagner-Ellender-Taft bill. Study by the 
Senate of postwar housing problems and of the 
activities of different branches of the Government 
concerned with housing had begun in 1944. The 
net result of this study was a series of recommenda- 
tions which were introduced into the Senate in a 
revised general housing bill, S-1592, in November 
1945 and passed by the Senate (but not yet by the 
House) in April. Chief features of the bill include a 
broadening of the existing powers of the housing 
agencies and an easing of credit terms available to 
ee home owners in the middle-income 
class. 

One thing that must be understood is that, except 
for certain provisions, the Wagner-Ellender-Taft 
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bill is not, strictly speaking, a real part of the 
Veterans’ Emergency Program. For the most part 
it is a long-range housing plan to increase the supply 
of homes in the middle- and low-rent cost classes and 
to build up the effective demand for this type of 
home. To do this, a further easing of credit in the 
home-financing field is contemplated which would 
pull down mortgage rates to levels comparable to 
those which have prevailed on many other types of 
bank loans. 

Main philosophy of the plan, as expressed in the 
bill’s preamble, is to encourage private enterprise to 
serve as large a part of the total housing need as 
possible. Direct Government aid is to be extended 
only to those localities which can demonstrate 
that the needs of low-income groups in their com- 
munities cannot adequately be met otherwise. In 
fact, most of the benefits under the bill are supposed 
to come from cost reductions occasioned by Govern- 
ment FHA insurance rather than from large-scale 
direct Government outlays. Since insurance is not 
in general as expensive as direct expenditures, 
Senator Wagner estimates that the total annual 
assistance provided by the Government under all 
programs will be $133 million a year when the 
program reaches its peak after five years. 

A program of technical housing research to 
lower construction costs is also provided in the bill, 
and funds are set aside for this purpose and for other 
types of local community planning and land rede- 
velopment. The proposed legislation authorizes ex- 
penditure of $12.5 million over a five-year period 
for research. For local housing and planning 
studies it authorizes appropriation of another $25 
million in Federal funds to be spent over a five-year 
period if equal amounts matching Federal grants 
are put up by the communities. For the strictly 
low-rent class of housing demand the bill revives 
and expands the prewar functions of the United 
States Housing Authority. 

Construction of a pe of 125,000 family units of 
low-rent housing a year for the next four years is 
provided for in the legislation at an additional 
maximum cost to the Federal Government of $88 
million over the four-year period. Public outlays 


will consist of annual aid to local housing authorities 
on low-rent public housing projects which they 
undertake on their own initiative. 

Another provision of the bill calls for annual 
inventories by the NHA of the over-all housing 
situation in the country. Such inventories would 
include data on housing requirements and production. 
They would include, also, estimates of whether hous- 
ing is playing its proper share in the national economy 
from the point of view of providing sufficient outlets 
for privateinvestment. The latter objective, although 
very broad, is motivated by the large share that 
housing investment contributes to the country’s 
total private long-term debt (see chart). During 
the period 1920-1944, 33 per cent of the total long- 
term private debt consisted of urban real estate 
mortgage loans. The authors of the bill hope that 
through it the $7 billion or so of private investment 
in residential construction required for high-level 
economic activity can be obtained in the country 
annually. 

Its emphasis on the so-called middle-market area, 
or “no man’s land” of housing for families that can 
afford to pay between $20 and $40 a month for rent, 
is one aspect of the Wagner-Ellender-Taft bill that 
has received much comment. Reliance is placed 
upon private enterprise to do the job of providing 
middle-rent homes and apartments, with indirect aid 
by the Government provided in the form of strength- 
ened and greatly liberalized FHA insurance. The 
bill contains new insurance provisions which would 
reduce the total monthly payments on a house, in- 
cluding interest and amortization of principal. 
Ninety-five per cent of the appraised value of the 
property, provided the mortgage was not over $5,000, 
would be eligible for insurance. Down payment 
which the prospective owner of such a home must pay 
would be whittled down from the present 10 per cent 
minimum to a low of five per cent of the total cost of 
the house. 

Moreover, amortization periods in the bill are 
extended to 32 years from the present 20 or 25 years, 
and maximum interest rates which the borrower 
must pay the lender fa FHA-insured mortgage 
loans are reduced to four per cent. Considerable 
thought was given to fixing the maximum statutory 
interest rate at 314 per cent under the plan. It was 
felt, however, that the rate should not be set so low 
at the commencement of the program as to dis- 
courage the free flow of funds into the area of housing. 
Serious doubts have been expressed by the Board 
of Governors of the Federal Reserve System and 
others concerning the wisdom of liberalizing mort- 
gage loans in this fashion during a period in which, 
as we pointed out in the May Review, real estate 
values and construction costs are probably at 
abnormally high levels. 

Provision for a new system of FHA “yield in- 
surance” is one other feature of the proposed legisla- 
tion designed to encourage private enterprise to 
enter the middle-market field of housing. This new 
type yield insurance, it is hoped, will encourage life 
insurance companies, savings banks, and other 
institutions which have large aggregates of capital 
to invest some of their own funds directly in large- 
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scale housing projects. As an incentive to sink 
funds into such housing, the Wagner-Ellender-Taft 
bill assures the direct investor of an annual return of 
234 per cent of the outstanding investment plus two 
per cent amortization of the capital investment until 
only 10 per cent of the original investment remains 
unamortized. The new housing, however, must be 
in the moderate or low-rent class. 

The financial provisions of the Wagner-Ellender- 
Taft bill, which would ease the terms of obtaining 
housing credit, propose in general to build up over a 
long period the ability of people in the middle-income 
class to buy houses. This would be especially im- 
portant if the housing industry should suffer another 
setback such as in the early ’thirties or if national 
income should fall. For the next year or two, how- 
ever, it is not the supply of credit nor the effective 
demand for houses that is lacking, even in the middle- 
income class of prospective home owners; it is the 
supply of moderate cost houses that is greatly de- 
ficient. House production cannot be increased 
enough to meet the demand for some time, as we 
saw in our last article, because of acute deficiencies 
of materials and labor. The most effective means 
of overcoming the current problem of deficient 
materials supplies appear to be (1) premium pay- 
ments (or price increases) to producers as a reward 
for stepped-up production of short materials, and 
(2) allocation to the proper cost classes of house 
construction of the supplies of scarce materials that 
are available. 

No deficiencies appear to exist in the probable 
supply of housing credit. Funds for investment in 
real estate probably comprise the one housing 
ingredient that is available now in satisfactory or 
excessive quantities. Thus, any further easing of 
housing credit at this particular time might contrib- 
ute to inflationary pressures on the real estate mar- 
ket without adding anything to the available supply 
of houses, 

The answer to this problem might be found, within 
the broad framework of long-range housing policy, 
in granting greater discretionary powers to the 
housing credit authorities to deal flexibly with just 


such a situation as the present one. Selective FHA 
controls over both the cash down payment on a 
house and the terms of amortization might well be 
made variable according to whether the outlook in 
the housing market called for an easing or a tighten- 
ing of housing credit. 


Credit Aids to Veterans 


Long-run financial provisions of the Wagner- 
Ellender-Taft bill are supplemented by short-run 
emergency credit aids. Two types of veterans’ 
legislation have been passed which ease the terms of 
housing credit for the strictly G.I. class of demand. 
Use of $2.8 billion for insuring veterans’ homes was 
authorized in the Patman Act as finally enacted in 
May by both houses of Congress. This special 
authorization to insure home mortgages separates 
ordinary FHA lending activities from emergency 
guarantees which involve unusual risks. 

Life of the special emergency authorization to the 
FHA is to end on June 30, 1947. Until that time 
FHA may insure veterans’ homes up to 90 per cent 
of the estimated current replacement cost of the 
house. Maximum mortgage insured on a single- 
family house in this area may not exceed $7,400, 
according to a recent announcement by regional 
FHA Director George Cahill. Interest charges, 
exclusive of insurance premiums, on any of these 
special FHA loans must not be higher than four per 
cent. ‘ 

Another guarantee provision, virtually automatic, 
is provided to the veteran in the Servicemen’s 
Readjustment Act, better known as the G.I. Bill of 
Rights. The Act provides that for 10 years after 
V-J Day any veteran of World War II is eligible to 
receive Government guarantee or insurance on real 
estate loans up to $4,000 or 50 per cent of the loan, 
whichever is less. This Government insuring of 
loans benefits the veteran not only because it permits 
him to make a smaller net down payment than 
otherwise but also because it makes lower rates of 
interest available to him. The lender, in turn, can 
charge less for the funds because a good share of the 
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NEW ENGLAND DEPARTMENT STORES 
SALES CONDITIONS 
1945 = 100 
Month of May January through May 
1943 1944 1945 1946 1943 1944 1945 1946 
Connecticut Department Stores..................0005% 102 108 100 130 95 97 100 117 
Maine Department Stores..................... ateneere 97 104 100 137 93 94 100 123 
snag nom Department Stores.............cccccece 87 101 100 134 86 91 100 123 
New Hampshire Department Stores................... 94 102 100 140 85 92 100 125 
Rhode Island Department Stores....................0. 87 99 100 129 85 91 100 121 
Vermont Department Stores....................00000e 97 99 100 144 85 89 100 131 
Boston Department Stores..................... vena 85 101 100 134 84 90 100 123 
Springfield Department Stores..................... 5% 94 102 100 127 97 94 100 116 
Worcester Department Stores...............000e ee eeee 88 93 100 133 71 86 100 126 
New Haven Department Stores....................... 98 108 100 130 89 96 100 121 
Portland Department Stores...................0.0000- 2 104 100 137 96 95 100 120 
Providence Department Stores................-....005 99 100 130 85 91 100 121 
New England Department Stores................0000ee $0 101 100 133 87 91 100 122 
CREDIT CONDITIONS 
Percentage of Regular Charge Accounts Outstanding at the First of May 
Collected during May 
1943 1944 1945 1946 
PORGON Dentin eG PUORGMES 37, sasyds-b 8.5 5.556 Giana ahd oe BROS RT Le OA es 3.1% 56.2% 55.5% 52.4% 
SNGUe WEMOIN ET CTMMNERIIONEE ECIEON Soo G05 0 <5cr: ais! ora ore aca eigen a iowk Bola oets RRR L UO aon 58. 55.5 55.9 56.2 
BPO GIOCHOG UC DAROMIGNG SEORON oo 66420. oo oid os Coes ROHS Co wel Ree URL een 57.4 58.5 59.0 56.7 
TRG s ISG RAGAN IONE BLOEON Ss 562. bes Sa caus Seconds RhRARe meee ee 55.2 57.2 56.9 54.5 
SALES BY DEPARTMENTS -- NEW ENGLAND DEPARTMENT STORES 
1945 = 100 
Month of May joney o—- May 
1943 1944 1945 1946 1943 1944 1945 1946 
Women’s, Misses’ and Juniors’ Ready-to-Wear:. eee 88 102 100 128 83 88 100 119 
oats — Women’s and MIDI ink chee ois eine witarwele 88 86 100 126 97 90 100 117 
Dresses — Women’s and Misses’................-. ap 81 108 100 133 74 85 100 123 
Juniors’ Coats, Suite, Dresses. ... 2.0.0... cece ceca ee 80 102 100 128 73 83 100 124 
Furs, excluding Repairs and Storage................. 148 30 100 116 116 106 100 125 
Aprons, House Dresses, Uniforms.................... 100 130 100 128 84 92 100 115 
PERU oor o's o oxe: Serpentine an cece he ahd coe eNe obi be bs 100 124 * * 100 111 
PRUE ro fat pinta ceo ssc sns sith ere ateven xia ane: DELS ATR Lave ome Sen easracele 55 61 100 148 83 75 100 138 
Ready-to-Wear not reported separately............... 72 106 100 78 73 88 100 76 
Women’s, Misses’ and Juniors’ Accessories:............. 84 94 100 117 84 92 100 113 
MONE hao a es ree grcen sos/o MOREE Ome Okla hewbdvie 113 119 100 120 90 99 100 116 
NGG WOSP BIG SCALE... ics ccis coc csecascensecceese 91 111 100 113 82 98 100 109 
CORMEES OTA PIPOOGIOTON 6 oo oiee 5 ot Scenic nee icnaeesewes 75 91 100 119 7 85 100 116 
BRUIRG CUCRE WEE £65 257s 4.6/2. 59 don aN oale cain Geis Nie we gare 80 101 100 114 2 87 100 102 
My GE IE ROG oe sie s c.srars bc paldiene ae oo ksind as seb ae 67 89 100 107 73 81 100 110 
Negligees and Bathrobes. .... 2.0... ccc e cece cee eens 68 93 100 133 71 83 100 119 
EMRRIRPRNO HORM 5s. os gira Ca viciseangerdi ev eaienae wes 75 88 100 110 82 87 100 107 
MR os oa a Orb viet SUG aG See Keen res Rcenwoaearwhes 81 92 100 114 86 92 100 112 
1 1G 0 Sg eS Aa pret aera arma Uae incr were eee eee ote 88 95 100 101 91 92 100 97 
PRI os orto die ae Wek daca acne bane ane Oa einace 87 103 100 131 86 90 100 123 
Moelle el cht as late eer eca Got: Baele cin ted be Rc ees 71 79 100 118 75 90 100 122 
MCR CE LOGUE  oolisce cccudce conic 0 Ooo Wee Mdee owed es 95 83 100 127 95 98 100 126 
Ee MUU NE EIU, go nis cs cccccceesvéneavess 84 82 100 113 86 101 100 110 
Umemodinne, Parasols, COG... «0.66 icc ccc cc cccnccceses 89 51 100 136 98 83 100 126 
Men’s and Boys’ Clothing and Furnishings:............. 95 109 100 155 95 91 100 134 
UROMests RE ENN oes goo b coos gaara. Vials cai ove oy 0. Sica. 4) sk. 9 6 0:'8 0 vane 101 114 100 165 110 93 100 130 
Men’s Furnishings, including Hate and Cape. ...6. 6+: 94 106 100 166 92 88 100 151 
Boys’ Clothing and Furnishings.................. od 84 106 100 123 83 93 100 113 
WGN RE OVS SUOGR. oi ones vecctresiccenece woe 100 100 100 156 98 88 100 135 
Infants’, Children’s, Girls’ and ‘“‘Teen-Age’’ Wear:....... 81 108 100 116 72 90 100 106 
Infants’ Department MOI Des ate ahahe Gerstelulcigiuny oh aio wes 7 104 100 112 72 91 100 105 
Girls’ and “Teen-Age” Wear... is. ...:cccccscdcccssecesee 83 112 100 125 73 88 100 109 
anne Ge a eka ds rere a bisewi 8 ee oes 93 102 100 166 90 91 100 147 
Furniture, Beds, Mattresses, Springs..............--. 88 106 100 161 87 88 100 139 
House Furnishings Pe od Letiidiig Gaepaenes semen 93 111 100 194 89 87 100 172 
NRE PREM  oiils geile wr exclar ob nitie obs Nadie oe wee eek 152 82 100 932 178 69 100 797 
ED EAUSCRIOR GNC CUTEGIDIG so 5.5.50. 0.5.55 o co sieic oie e Selene create 88 103 100 135 75 88 100 124 
EI GION, ook acco chee oonctns cosetienenes 70 72 100 183 85 79 100 172 
GEO Roa 8. dong. 6:4) oi'ep ac ecassha bse eh tioreaiers ooueres 115 106 100 156 98 95 100 147 
RA ARE CPO WOEO 5 ic onc cee cic Hae ee swore cee sie 72 81 100 132 79 86 100 131 
AN URIN Seo aretha a vl lacey a'e: ly. ieee Acecoral bare a Keavaleve 90 98 100 138 96 99 100 129 
Demestiee Gnd: Bed Coveringes «occ. cccccacesescenss 102 106 100 178 105 101 100 146 
DEO NON a ee RO ean URI CRUE rae Pro ar ae eS Ora 235 118 100 826 311 109 100 555 
EE eee re er eee ere er ee CTT ee re 84 111 100 125 77 90 100 104 
ee ikea OPERA TOC ee er een wn Sir 82 115 100 119 71 88 100 103 
Woolen Dress Goods. ...... icccicciedcvevsccsecensee 102 77 100 125 90 85 100 104 
COCtOl LORE COOKE sob scjcc nr ecele dernier enrenteuens 89 125 100 123 78 98 100 96 
PIRI oh es gre or ke pew we aslo nae. e sie? tetes 86 103 100 125 77 90 100 114 
i , Embroideries, Ribbons............ 71 106 100 123 65 95 100 117 
ee 4 rey Bera eae So an Sr o ren Nee 92 104 100 128 79 88 100 114 
BGUi Gel SHOEUNE COOKE 6.5.5 6.6.5 cigs sa eae sial cen a cede 92 94 100 228 82 81 100 177 
Da Pearalelarbratclie: sc arora eastern arose akel ara eeac we 80 91 100 124 84 93 100 119 
NRCS es eee erence 109 79 100 219 132 108 100 195 
CE 1 aoe Go Ashe desk oi cela Ss RGR Oe AOS RTL etna ees 117 75 100 152 130 100 1 151 
1.) LU aay serene ner sremcrart itary rites ear rear * i 100 109 * 100 130 
Stationery ears dna sia arse Soul bac anen cae ot * = 100 96 * * 100 
Art Goole. including Needlework ‘ 68 83 100 109 79 87 100 105 
Beauty Shop See Aa Ce eres eee ey tee * * 100 111 * * 100 107 
J). (1 SO re eee an emt re rt 83 94 100 128 85 95 100 122 
Ws as las ose e hase eewuec une neernnecaeeae ease 93 110 100 127 94 93 100 114 
GRAND TOTAD 6 oo o.c cece sc cestcosncsenceseneses 87 101 100 133 86 91 100 122 


*Figures not available. 
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risk is transferred to the Government through the 
guarantee. Maximum rates charged the borrower 
on VA-insured real estate loans are fixed at four 
per cent a year, a figure slightly below average 
current rates on uninsured mortgage loans in Massa- 
chusetts. The longest permitted period for amorti- 
zation of a guaranteed real estate loan, according to 
the January amended version of the law, is 25 years 
for nonfarm property and 40 years for farm prop- 
erty. 

His certificate of honorable discharge, in the latest 
amendment, is all that the veteran needs for proof 
of eligibility. This simplification in the procedure 
means that most of the red tape involved in approval 
and processing by the Veterans’ Administration of a 
G.I. loan has been eliminated. The bank which 
makes the loan is now made chiefly responsible for 
carrying out the terms of the law. So far as the 
borrower is concerned, the loan guarantee is almost 
automatic. 

Cost or purchase price of the house or property 
acquired through the loan, however, must not 
exceed its “reasonable value”. This reasonable 
value represents the price or cost of the property 
which appears to be fair in the light of prevailing 
conditions and is established by an approved ap- 
praiser, whose report is sent to the Veterans’ Adminis- 
tration along with the statement of the lending bank 
giving various other details of the loan. Purpose of 
this provision, apparently, is to protect the veteran 
from paying excessive prices on the house or business 
property that he wants to buy. It also should cut 
down somewhat on losses to the Government which 
would follow from any widespread default on loans. 

The problem that no one can foresee is whether a 
price on a house which is “reasonable” now will be 
reasonable 10 years hence. Future costs of con- 
struction may be lowered considerably if the war- 
developed airplane and shipbuilding methods of 
production are ever applied in any large-scale to pro- 
ducing low-cost prefabricated homes. Housing costs 
may be reduced, too, when present inflated housing 
prices become deflated later on, as they were after 


the last boom peroid in the early ’twenties. Either 
prospect would mean that housing values on old 
houses would decline correspondingly with the 
decline in the price of new housing. Veterans then 
would be saddled with mortgage loans that were 
certainly ‘“‘unreasonable”’ in terms of levels of hous- 
ing prices existing 5, 10 or 20 years from now. That 
is the chief danger which Government, lending 
banks and veterans face. 


Conclusion 


We indicated in the previous articles that a check 
on successive speculative resales of existing real 
estate and houses might be wise in the light of current 
inflated demands for both old and new housing. The 
provision establishing the first sale price of a house 
as its future ceiling, however, was dropped from the 
final Patman bill. Since speculative resale of 
houses can continue unchecked, lender and borrower 
alike must exercise more than usual caution in 
appraising critically the prospective purchase price 
of the property in question. That is not easy to do 
because the terms of G.I. real estate loans are 
favorable for both the veteran and the lending bank, 
with the Government legally assuming many of the 
risks ordinarily borne by the lender. 

Our second conclusion is that existing tendencies 
to over-optimism will probably be strengthened if 
the House passes, in their present form, those pro- 
visions of the Wagner-Ellender-Taft bill which 
would lengthen at this particular time the period of 
amortization on FHA-insured loans and reduce the 
necessary cash down payment on such loans. What 
is needed is an administration of housing credit 
which tightens up terms and conditions of mort- 
gage loans in boom times like those now prevail- 
ing and relaxes them in times of recession. If 
this policy is adopted, housing credit controls will be 
integrated with and will work in the same direction 
as central banking controls exercised by the Federal 
Reserve System in the interest of maintaining busi- 
ness stability. 








REVENUE FREIGHT CARLOADINGS 


ALL NEW ENGLAND RAILROADS 
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1946 1945 
CLASSIFICATION 

June 22 | June 15 | June8 | June1 | May 25 | May 18 | Mayiij| May4 | Apr. 27 | June 23 
Merchandise L.C.L............ 11,619 11,346 11,380 10,043 rire! 10,833 11,035 11,285 10,816 9,474 
Miscellaneous.............0005 11,246 11,305 11,694 10,407 8,528 10,794 13,404 12,620 12,531 10,579 
PEE GHMNOE 5/3. 6s(t.c:vinsie'ss esioateene 3,767 3,719 3,179 2,422 2,209 2,218 2,786 2,893 3,016 3,645 
DOWMES i cisenecvinccmeneiens 26,682 26,370 26,253 22,872 18,508 23,845 27,225 26,798 26,363 23,698 
Per Cent Change from Year Ago| +12.4% | +9.4% | +7.0% | +8.8% | —25.9% | —4.4% | +13.7% | +64% | +04% | +3.7% 
Source: Association of American Railroads, 
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After the First World War 


(The following excerpts are from issues of the MONTHLY 
REVIEW of the Federal Reserve Bank of Boston during 
the period leading up to, during and immediately following 
the recession of 1920's.) 


October 25, 1919 — Under Production 


“General business conditions in the New England district 
continue to reflect unprecedented prosperity as defined in 
terms of high wages and purchasing power, high prices, com- 
plete full time employment in all lines of industry for all 
available able-bodied labor, skilled and unskilled, orders 
booked by manufacturers in some cases far into 1920, pro- 
jected plans for expansion of plants and equipment which in 
some cases are already taking the form of actual building con- 
struction, and the absence of serious or widespread disloca- 
tion of working relationship between employer and employee 
in any of the great basic industries; . . . The really serious 
aspect of the situation is under-production, just at a time 
when factors which are beyond the possibility of being changed 
have contributed to decrease the supply of the world’s goods 
below the demands of healthy consumption, the only remedy 
for which lies in the abandonment of attempts to further cur- 
tail the present limitations of the working day and the putting 
of every ounce of productive energy into that day, and, 
wherever possible, the extension of the aggregate working 
time within reasonable limitations.” 

“Everywhere throughout New England with only occasional 
exceptions, mills and factories are reported running on full 
time and as a rule, to capacity, with a slowing down, at least 
in the strictly industrial field, of insistent demands for higher 
wages and shorter hours.” 


December 26, 1919— Employment, Wages, Spending High 


‘,.. the year closes with New England industries stimulated 
by post war conditions to a degree of peace-time activity 
unparalleled in the economic history of this section; wages 
advanced to rates hitherto undreamt of and commodity prices 
at corresponding levels; and labor at the moment quiescent. 
While there has been, no doubt, considerable saving from 
earnings as evidenced by large aggregate deposits in savings 
institutions and investments in government obligations, 
nevertheless no one may observe without a feeling of appre- 
hension the manner in which the enhanced purchasing power 
of the wage-earners is being dissipated by irrational personal 
expenditures, especially when it is beginning to be coupled 
with requests for credit at retail stores by many who have 
never before known the meaning of a charge account.” 


ing facility, but that the shelves of the latter are, in general, 
being stocked to capacity, and merchants are buying more 
and more cautiously from month to month, willing to take 
chances which they would not risk a few months ago, on 
deliveries; and though they may not yet have actually ob- 
served any appreciable falling off in the purchasing activities 
of the public, they are becoming increasingly conscious that 
the inevitable time of forced retrenchment is approaching 
nearer and nearer.” 


March 25, 1920 — Peak Believed Reached 

“. . . no appreciable downward turn in retail prices is as 
yet "generally noticeable in this district, and merchants in 
some cases are asking and receiving guaranties against de- 
clines taking place before midsummer, and there is indeed 
some professed expectation that prices in certalin lines for fall 
goods now in process of manufacture for surnmer delivery, 
will exceed those of last autumn; nevertheless ‘manufacturers 
with few exceptions assert the belief that the price level now 
being established will represent the maximum, an extended 
peak, so to speak, with no sudden decline and with business 
maintaining for some time to come substantially the same 
degree of activity as at present.” 

“That the drop in prices, which is admittedly inevitable, 
will set in before another winter season and that it will become 
only gradually perceptible, rather than that it is to be in- 
definitely postponed on the one hand, or on the other come 
about suddenly with upsetting consequences, is the view still 
generally taken by the most thoughtful business men of this 
district, and they are making their commitments accordingly.” 





May 25, 1920 — Brakes Voluntarily Applied 
“«. . . now, in the latter part of May, the shifting economic 
currents which have been operating so long beneath the sur- 
face have begun to visibly break through. Pressure on manu- 
facturers, particularly of shoes and cloth for lower cost goods, 
is being noticeably felt; large department stores and shops 
specializing in wearing apparel are liquidating inventories 
by means of appreciable price reductions, cancellation of 
orders in certain cases and hesitancy in making commitments 
for another season’s goods at the prices demanded by jobbers 
and wholesalers; and with the logical result that middlemen, 
confronted on the one hand by this pronounced attitude on the 
part of the retailer and on the other by difficulties in procuring 
bank accommodation with which to carry their surplus stocks, 
are beginning to show symptoms of a willingness to unload at 
lower terms than manufacturers’ prices.” 
“This policy may be attributed partly to the backwardness 


January 26, 1920 — Spending Extravagant; Credit Stretched of the season and to the fact that merchants have been accu- 


“Never in the history of the mercantile life of New Eng- 
land was the Christmas trade so enormous, and never, accord- 
ing to common observation, was purchasing power, created by 
high wages and profits, exercised with such extravagance and 
apparent disregard for the future, — yet isolated instances 
are beginning to be reported which would seem to indicate 
that the limit in this respect had about been reached by the 
public. ... Many business concerns seem still to be proceeding 
as if confident that credit expansion and rising prices would 
continue indefinitely — yet bank reserves have reached a 
level which indicates that credit has been extended to the 
limits of prudence. The net sum of all the factors in this 
extraordinary situation justifies the conclusion that there is 
no need to become over pessimistic with respect to existing 
conditions.” 


February 25, 1920 — Deliveries Easier 


“Evidence has been accumulating to an increasing degree 
during the past month in this district of the manner in which 
economic forces have been operating with logical and unerring 
precision to speed the inevitable fall of commodity prices in 
the United States... .” 

“. . . it seems clear not only that commodities are finding 
their way to the counters of the retail merchant with increas- 


10 MONTHLY REVIEW OF THE FEDERAL RESERVE BANK OF BOSTON 


mulating merchandise delayed in transit and have seen orders, 
given months ago as a precautionary measure in excess of 
actual trade needs, gradually filled until they have found 
themselves overstocked with unseasonable goods. . . . But it 
also indicates that the disposition of the people to forego 
purchases at price levels generally prevailing during the past 
six months has been increasing, bringing about a marked 
recession of buying activity which it has been necessary to 
stimulate anew by tempting concessions. . . . In short, the 
people are ee applying the brakes.” 

“ R. G. Dun & Company report 51 failures with liabilities 
of $982,320 during April, 1920, as against 63 failures with 
liabilities of $707,783 during April, 1919.” 


June 25, 1920 — Spectacular Decline 


“The outstanding features of the New England industrial 
situation which we undertake to record from month to month 
have been more spectacular during the period under current 
review than at any time since the armistice, for the forces 
which have been operating for months past to produce liqui- 
dation of commodities have culminated in a manner which the 
public has been able to clearly see and to plainly feel. Can- 
cellation of orders by retailers had been reported for some 
weeks but this factor had no appreciable reaction in the form 
of reduced prices to the consumer or lessened earnings on the 
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part of wage-earners until it had had time to reach back to the 
actual producer of goods. That it had done this by the end of 
May, however, became apparent with the announcement the 
first week in June that the largest woolen mill corporation in 
the country had decided to run its plants at Lawrence and 
other centers on a four-day a week basis which was subse- 
quently reduced to three, a programme of curtailment quickly 
followed by numerous other concerns in the textile industry, 
some of which shut down altogether for a fortnight or more. 
Shoe factories were likewise speedily affected by having sent 
back to them millions of dollars worth of goods and by can- 
cellation of orders delayed in delivery. The immediate cause 
of this slowing down of activity has been not only cancellation 
of orders already booked, but the great caution and hesitancy 
of retail merchants in making commitments for fall goods, 
coincident with liquidation of current stocks at greatly re- 
duced prices on account of the unseasonable weather, and 
increasing unwillingness of the public to purchase at former 
prices. Reductions by retail shoe dealers have been accom- 
panied and stimulated by the disposal of enormous stocks of 
footwear by the makers at special sales to the consumer 
direct, one combination of Lynn manufacturers hiring a large 
vacant store in Boston for this purpose where thousands of 
pairs of the finest grades of women’s shoes in the latest styles 
of the season are being disposed of for $5.50, — the nearest 
approach to pre-war price levels yet reached by any class of 
merchandise.” 

“Not within the memory of the oldest dealer in leather has 
the Boston market for this commodity been so stagnant as 
during the past two months, many tanneries being closed down 
altogether, thus reflecting the absence of demand due to the 
unprecedented cancellations suffered by the shoe manufactur- 
ers. Even more critical is the situation created in the wool 
industry due to accumulations of vast quantities of this 
commodity both here and abroad just at a time when the 
new clip will shortly ke coming on the market and aggravated 
by the demand of an extravagant public for clothing made 
only of the finest fleeces. The general reaction on the part 
of the public as indicated by a greatly decreased volume of 
business by wholesale dry goods houses, has not been without 
its effect also on the New England cotton goods industry 
which reports a decreased consumption of the raw material 
and a reduction in the number of active spindles.” 

July 26, 1920 Liquidation Continues 

“Liquidation of consumable commodities in ways pleasing 
to the ultimate user, which has been so marked during the 
past two months, continues, but as midsummer passes shows 
signs of shortly running its course. In the textile and shoe 
and leather centres, factories have been altogether closed 
down or running on short time with thousands of operatives 
out of employment, or living on reduced earnings even if at 
higher wage rates; purchasing power in these communities is 
therefore beginning to show signs of diminishing though no 
serious inroads have yet apparently been made on savings 
deposits nor are Liberty Bonds being generally sacrificed by 
small holders; and an interesting psychological corollary of this 
situation is that a certain amount of increasing efficiency on 
the part of workers still kept employed and anxious so to 
remain, has been noted, causing some manufacturers to be 
more optimistic with respect to being able to develop more 
satisfactory work conditions for the future.” 

“Collections are slower in some lines and the number of 
failures reported by R. G. Dun & Company for June, while 
fewer than in June, 1919, show liabilities aggregating $1,783,- 
684 as against $765,929 a year ago.” 

August 25, 1920 Business Dull 

“Business conditions in New England, except for a certain 
amount of activity which has marked retail trade stimulated 
by price reductions, have been characterized by dullness to a 
degree rather more than usual at this time of the vear.” 

“Tn the meantime retail merchants, while confident that the 
purchasing power of the public has not been permanently or 
for long seriously impaired, continue to exercise great caution 
in replenishing inventories and are buying only in accordance 
with their immediate requirements as gauged by the demands 
of the consumer from day to day; woolen mills remain closed 
or are operating on short time, with no intimations as to 
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when they will resume normal activity, and the wool market 
is still extremely dull though here and there signs of recovery 
are appearing; cotton mills are closing down or curtailing 
operations to a greater extent than a month ago, but hold 
forth expectations of being able to resume after Labor Day, — 
allegations that agreements have been made by textile con- 
cerns to curtail production in a deliberate effort to maintain 
high prices being vigorously denied by the manufacturers, 
who assert that the fact that many mills are running on part 
time or have shut down altogether is due entirely to the 
condition of the cloth market; shoe factories which closed down 
early in July for the usual annual overhauling have in some 
places resumed operations, but in others they remain closed or 
are running on part time only; other industries are, in general, 
operating as formerly.” 

“Business failures as reported by Dun’s Agency for the 
First Federal Reserve District during June were 48 in number, 
with liabilities of $470,259 as compared with 45 and liabilities 
of $320,069 in June, 1919.” 

November 25, 1920 Prices, Production Continue Fall 

“Prices of both raw materials and finished products have 
tended downward in this district during the past month. 
There is curtailment of production which has increased 
rather than diminished, especially in the textiles, and has 
struck lines hitherto unaffected by the phenomena of the 
times.” 

“There is, however, much in the current situation from 
which counsels of cheer may be taken. The money situa- 
tion is satisfactory. Ample credit is available for legitimate 
business. There are no symptoms of any strain upon bank 
resources such as cannot be met or such as have characterized 
periods of industrial depression in the past. The aggregate of 
liabilities in the failures for the month as reported by Dun’s 
Agency was $938,595 as against $1,016,079 in the correspond- 
ing month of 1919. The boot and shoe industry, though the 
factories continue to curtail output, shows signs of beginning 
to accumulate orders.” 

“. . . the drop in the index prices of commodities all over 
the world since July has created a situation perhaps without a 
parallel; there has been what might almost be called an epi- 
demic of cancellation of orders between buyers and sellers 
of the same country and between buyers and sellers of differ- 
ent countries, for, besides such cancellations in domestic 
trade, exporters are complaining that goods which they have 
shipped abroad are held up in wharves and warehouses, cus- 
tomers refusing to take them. In short, contracts seem, in 
many cases, in these upsetting times to have lost their sanctity 
completely and to have become the merest scraps of paper.” 

August 1, 1921 Recovery Uneven 

“The industrial situation in this district is unsatisfactory 
and its confusing unevenness makes it difficult for business 
men to be consistently optimistic about the immediate future. 
. . . Some lines of industry, such as textiles, are quite busy, 
while others — steel and iron, for example — are dull. Similar 
examples of disproportionate price declines can be given. This 
unevenness in the process of readjustment may cast a shadow 
of pessimism over business for some time.” 

“When it is considered that retail prices on the whole have 
declined as much as 20 per cent in the past year, it must be 
acknowledged that the physical volume of goods being sold 
to consumers by the department stores, not only in New 
England, but throughout the country, surpasses this year the 
totals for corresponding months a year ago.” 

November 1, 1921 Business Improving Generally 

“The leading industries in New England are in a slightly 
better condition than a month ago on the whole, and there is 
certainly more optimism. . . . Now that the stocks of finished 
goods throughout the country are low and there is so much 
evidence that the average commodity has at least stopped 
declining in price, if not actually started to go up, it would 
appear that the excuse for hand-to-mouth buying has practi- 
cally disappeared.” 

“Many of the same evidences of improved industrial condi- 
tions that are found in New England are seen throughout the 
country.” 
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MONTHLY REVIEW 


NDUSTRIAL output declined’somewhat further in May but advanced con- 
siderably in the early part of June, reflecting chiefly the settlement of the 
coal strike. Department store trade was maintained in record volume for this 
season of the year. Prices in both wholesale and retail markets continued to 
advance. 


Industrial Production. The Board’s seasonally adjusted index of indus- 
trial production was 160 per cent of the 1935-39 average in May, as compared 
with 165 in April and 168 in March. Since the resumption of bituminous coal 
mining and the settlement of various other wage disputes in the latter part of 
May, industrial production has expanded considerably and indications are that 
the Board’s index in June will surpass the March level. 

Output of iron and steel was especially affected by the coal shutdown and in 
May steel ingot production averaged only 52 per cent of capacity, as compared 
with 78 per cent in the previous month. Steel production, however, rose 
rapidly in June, reaching a scheduled rate of 87 per cent of capacity during the 
current week. Activity in other durable goods industries was generally main- 
tained in May at about the April level. 

Output of nondurable goods continued to show a slight decline in May, after 
allowance for seasonal changes, largely due to further reductions in output of 
flour and cereal products and of meats. Despite these declines production in 
recent months of most nondurable goods, including many manufactured foods, 
cigarettes, textiles, shoes, gasoline, chemicals, and rubber and paper products, 
has been considerably larger than the volume produced for civilian use a year 
ago and also than the 1939-40 level of output. 

Output of minerals rose 12 per cent in May, reflecting largely the resumption 
of bituminous coal production around the middle of the month. In the first 
two weeks of June bituminous coal output increased sharply to a level close to 
the pre-strike rate. Anthracite production was maintained at an exceptionally 
high level during most of May, and after a work stoppage during the first week 
of June, was resumed in large volume. Output of crude petroleum continued to 
advance in May and the early part of June. Metals production showed much 
less than the usual seasonal rise in May, reflecting chiefly wage disputes in iron 
ore mines which were largely settled by the end of the month. 

Value of construction contracts awarded, as reported by the F. W. Dodge 
Corporation, continued to rise sharply in May, reflecting increases in awards 
for most types of construction. Residential building awards were at a new 
record level, one-fourth higher than in April. Awards for nonresidential con- 
struction advanced in May, after a drop in April. Awards for manufacturing 
plant and public works permitted by Federal authorities showed sharp increases. 


Employment. Nonagricultural employment showed a further substantial 
gain in May, reflecting increases at factories and mines due to termination of 
work stoppages and a continued large advance in construction employment. 
The number of persons unemployed remained unchanged at the April level of 
2.3 million. 


Commodity Prices. The general level of wholesale commodity prices 
continued to advance from the middle of May to the third week of June. There 
were important increases in prices of milk, bread, coal, cotton, leather, copper, 
and of anumber of miscellaneous products. 

From the middle of April to the middle of May the consumer price index 
advanced another one-half per cent and since that time additional increases 
have occurred in retail prices. 


Distribution. Department store sales in May and the first half of June 
were enaintatn ied at the high level reached earlier in the spring. Value of sales 
was about 35 per cent larger than in the corresponding period last year, reflect- 
ing largely a considerable expansion in the volume of goods sold. ‘Department 
store sto ks <s continued to rise sharply in May and, after allowing for seasonal 

lue of stocks held on May 30 was one-fourth larger than at the 
he year, although still comparatively low relative to the value of 


zs during May were slightly below the April rate as in- 

s of coal and grain were more than offset by declines in loadings 

of revenue freight due chiefly to the railroad strike. Dur- 

weeks of June carloadings increased sharply and in the week 

229 were as high as in the same period a year ago. 


Bank Credit. 
May and the fir 
billic on i 


ing the fi 
endin ng June 


Deposits subject to reserve requirements increased further in 
rst three weeks of June, reflecting primarily a shift of about 3.5 
rs from Treasury war loan accounts to accounts held by businesses 
and individuals, and average required reserves increased about 500 million 
dollars. Reserve balances increased considerably less than required reserves 
and excess reserves declined. 

At member banks loans for purchasing and carrying Government securities 
were further reduced in May and the first half of June. Real estate and com- 
mercial and industrial loans continued to increase at banks outside New York 
City. Bank holdings of Treasury certificates and bonds declined largely as a 
result of Treasury debt retirement operations. 
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